China Sunsine Chemical Holdings Ltd

Catch a right time to expand production

SINGAPORE | MATERIALS | INITIATION

e Sunsine is the market leader in rubber accelerator industry, commanding 18% share
of global production.

e We expect the current attractive rubber accelerator product spread to sustain for the
next couple of years as supply continues to consolidate in China.

e Stringent environmental policies in China are phasing out smaller producers in
favour of the leading producers such as Sunsine.

e Additional growth by capacity ramping by a third to 117k tonnes by 2020.

e We initiate a BUY call with a TP of $$1.60 (FY18e PE: 10x).

Background

China Sunsine (Sunsine) is the largest producer of rubber accelerators in the world and the
largest producer of insoluble sulphur in China. It has a client base of more than 1,000,
including two-third of the top 75 global tyre manufacturers. By 2018, Sunsine annual
capacity is expected to reach 172k tonnes (+6%).

China has dominated the rubber chemical market. As of 2015, total production of rubber
chemicals in China reached 1.1mn tonne, accounting for 76% of the global output.
Production from 47 companies took up more than 80% of the domestic volume.

Investment Thesis

Healthy demand from tyre industry. 90% of the consumption of rubber chemicals is
associated with the automobile industry, predominantly in the production of car tyres. The
consumption ratio of rubber chemicals to rubber is 6:100. Global tyre production is
expected to grow from 2.2bn in 2017 to 2.7bn in 2020 with CAGR of 3.4% during the
period. Meanwhile, total global production of rubber chemical is expected to reach 1.8mn
tonnes by 2020, delivering a CAGR of 3.5% from 2015 to 2020.

Supply short and upswing prices of raw materials drove market prices to surge: In 2016,
supply-side reform initiatives in China began phasing out environmentally obsolete
capacity. Consequently, shortage began to appear as quality producers were not able to
make up the demand gap. The average export price of aniline, the main material of rubber
chemicals, was on course for recovery with 33% growth in recent two years and the
average domestic price soared by 131% during the period.

Existing leading companies will consolidate further the market: Three main factors will

result in a more consolidated market in the foreseeable future:

1. Stringent environmental requirements are raising the entry barrier, restricting new
capacity and phasing out small mills in China.

2. Cost of switching supply source supply is high for tyre producers, especially global
brands, resulting from due diligence on suppliers for a high standard of environmental
protection and product specification.

3. The market leaders have superior production techniques, wider client base and better
waste processing.

Investment Actions

Based on a required rate of return of 7.9%, sustainable growth rate of 1%, and FX
(SGD/RMB) of 4.85, we derive a TP of S$1.60 (FY18e PE: 10x) by free cash flow to equity
(FCFE) valuation method and initial a BUY call with an upside of 44.4%.
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KEY FINANCIALS

Y/E Dec, RMB mn FY16 FY17e FY18e FY19e

Revenue 2,037 2939 3221 3,582

Gross profit 547 782 863 949

PAT 222 344 381 421
P/E (x) 5.0 74 7.0 6.3

P/B (x) 038 15 13 11
ROE (%) ©% 20% 8% 8%
ROA (%) 1B% 6% 6% 5%
Source: PSR

VALUATION METHOD

FCFE (Cost of Equity: 7.9%; Terminal g: 10%)

Chen Guangzhi (+65 6212 1859)

chengz@phillip.com.sg

Page | 1 | PHILLIP SECURITIES RESEARCH (SINGAPORE)
MCI (P) 074/10/2017
Ref. No.: SG2018_0017


http://www.stocksbnb.com/

F PhillipCapital

Company Background

e Established in 1977 in China, Sunsine was listed in SGX in 2007.

e The company is the largest producer of rubber accelerators in the world and the
largest producer of insoluble sulphur in China.

e |tis engaged in the production of specialty chemical, rubber accelerators, antioxidant,
and insoluble sulphur. Meanwhile, it also produces and supplies heating power for
internal usage and to external customers.

e With 40 types of product mix, Sunsine has achieved a leading position in specialty
rubber chemical market. The client base expanded to be more than 1,000, including
65% of the top 75 tyre manufacturers.

e The production plants are located in Shanxian, Weifang and Dingtao in Shandong
Province in China.

e By 2017, it is expected the total annual capacity to reach 152k tonnes, comprising of
87k tonnes of rubber accelerators, 45k tonnes of antioxidant, and 20k tonnes of
insoluble sulphur.

Investment Thesis

Overview of rubber chemical sector

Rubber chemicals, also called rubber additives, are ingredients used to blend into either
natural or synthetic rubber to produce rubber products that can possess various properties
such as antioxidation, antidegradation and extension of lifespan. It is an indispensable
intermediate that improves technique and quality in the process of production of rubber
products, shown in Figure 1.

Figure 1: Rubber chemical industry chain

Upstream chemical industry » Rubber chemical industry »| Downstream rubber product industry
|
Coal chemical Antioxidant Tyre (main source of demand)
Petrochemical Rubber accelerator Tape
Salt chemical Vulcanizing agent Rubber shoes
Other chemical Adhesion promoter Rubber tube
Processing aid Other rubber products
Other chemical

*The underscored chemicals are China Sunsine’s major product mix
Source: chyyxx.com, PSR

The raw materials of rubber chemicals comprise of aniline, carbon disulphide, hydrogen
peroxide and morpholine. Aniline is the key chemical that is used for the production of
antioxidant and rubber accelerator. Theoretically, aniline consumption ranges from 50% to
70% of per unit production of antioxidant and accelerator. Therefore, the price of it
substantially affects the overall cost of production.

90% of the consumption of rubber chemicals is associated with the automobile industry,
and 70% of the output is used for the production of car tyres, which consumes 70% of
global rubber output averagely. The consumption ratio of rubber chemicals to rubber is
6:100. Therefore, the supply of car tyre markedly drives the demand for rubber chemicals.
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China has become the biggest rubber chemical market and expected to consolidate

Over the past 10 years, China has been taking the lead in this niche market. See Figure 2,
total production of rubber chemicals in China arrived at 520k tonnes, taking up 45.6% of
the global volume in 2008. Since 2013, domestic production surpassed 1mn tonnes along
with more than 70% of global market share. In the recent four years, the total output
maintained at above 1.1mn tonnes, and the market share stabilised at c.75%. It is worth
noting that more than 80% of the output come from 47 members of China Rubber Industry
Association Rubber Chemical Committee. According to China Rubber Industry Association,
as of 2016, gross industry output value of rubber chemical sector grew by 5.1% YoY to
RMB19.2bn, and total sales grew by 7.4% YoY to RMB18.8bn in 2016. During the period,
sales generated by top 5 companies, shown in Figure 3, accounted for more than 40% of
the whole industry sales. Sales from top 20 companies out of over 100 peers took up more
than 80% of market share. In a nutshell, the sector is trending to be consolidated, favouring
the existing market leaders to maintain or even expand their market shares.

Figure 2: Production volume of rubber chemical in China dominates the world
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Source: China rubber industry yearbook 2015-2016, cria.org.cn, PSR

Figure 3: Top 5 rubber chemical companies in 2016 (sorted by sales)

Company Sales (RMB bn)
Sinorgchem Technology Above 2
China Sunsine (listed) Above 2
Kemai Chemical Technical 1to2
Yanggu Huatai Chemical (listed) 1to2
Puyang Willing Chemicals 0.5to1

Source: chyyxx.com, PSR

Sustainable growth of auto and tyre demand underpins the sector prosperity

According to Organisation Internationale des Constructeurs d'Automobiles (OICA), also
called International Organization of Motor Vehicle Manufacturers, China has become the
fastest growing countries in the development of auto industry, see Figure 4. As of 2016,
total car production in China reached 28mn units, representing a 15% YoY growth that
outperformed the global 5% YoY growth. Meanwhile, the number of vehicle in use (VIU) in
China has been maintaining at an over 10% annual growth for the last decade, which
delivered a CAGR of 18%, shown in Figure 5. Apart from tyres being equipped with the
newly built cars and vehicles, other car accessories such as tubes, dampers, and brake pads
are also sources of consumption of rubber and rubber chemicals. The expanding volume of
VIU that increasingly require recurring replacement tyres and components also drives it. In
2005, China surpassed US and became the top tyre producer globally along with the
domestic tyre production arriving at 250mn units. During the last decade, China has also
been the largest tyre consumer and exporter in the world. Shown in Figure 6, tyre
production generated a CARG of 8%. It is expected that the volume will reach a new high of
635mn with 4.1% YoY growth in 2017.

Page | 3 | PHILLIP SECURITIES RESEARCH (SINGAPORE)



CHINA SUNSINE CHEMICAL HOLDINGS LTD ghuppravael\l

™ PhillipCapital

Figure 4: Growth of China auto production outpaced the world
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Figure 5: Annual growth of VIU maintained at above 10% in China  Figure 6: Tyre production grew moderately in China
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As discussed earlier, rubber chemical demand is proportionally correlated to the
consumption of both natural and synthetic rubber. As shown in Figure 7, the growth of
global rubber chemical production is in line with that of both natural and synthetic rubber
consumption. Moving forward, global tyre production is expected to grow from 2.2bn in
2017 to 2.7bn in 2020 with CAGR of 3.4% during the period. Meanwhile, total global
production of rubber chemical is expected to reach 1.8mn tonnes by 2020, delivering a
CAGR of 3.5% from 2015 to 2020.

Figure 7: Global rubber consumption drives rubber chemical production
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Supply short and upswing prices of raw materials drove market prices to surge

As shown in Figure 8, antioxidant, rubber accelerator, and insoluble sulphur, three main
types of rubber chemicals, developed steadily during the post-global financial crisis period
before 2014. It was the golden era for domestic rubber chemical sector in China. During the
period, new entrants sprang up in China, catering to increasing demand resulting from the
recovery of the tyre industry, while major foreign producers, namely Flexsys, Lanxess, and
Agrofert, gradually reduce capacity owing to the withering cost and technique advantages.
Though China overtook other countries, becoming the market leader in the sector,
overcapacity started to worsen domestically in 2014. The enactment of the new
Environmental Protection Law in Jan-15 stroke the market, forcing a widespread shutdown
of those mills who failed to meet environmental standards. In 2016, supply-side reform
initiatives in China further reshaped the market structure: environmentally obsolete
capacities were gradually phased out, and supply ran short subsequently since those
quality producers whose capacity were nearly fully utilised were not able to make up the

demand gap.

Figure 8: Slowdown in production growth in major types of rubber chemicals
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Source: China rubber industry year book 2015-2016, cria.org.cn, PSR

In recent years, aniline market also encountered overcapacity, see Figure 9. Since 2015,
impacted by tightened environmental policies, destocking, and expanding export (shown in
Figure 10), aniline market had been restructuring amid slow growth. Shown in Figure 11,
the average export price of aniline was on the course of recovery with 33% growth in
recent two years. During the period, the average domestic price soared by 131% from
RMB5,400/tonne to RMB12,500/tonne.

Shortage of supply led to a spike of rubber chemical prices from 2016 to 2017. The price
growths of four types of rubber accelerators ranged from 15% to 30% during the period,
shown in Figure 12. Moving forward, new rubber chemicals capacity will commence
operation in 2018; the supply shortage will be contained. As a result, the price growth will
slow down this year.
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Figure 9: Overcapacity of aniline is being mitigated

Figure 10: From net import to net export of aniline
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Figure 11: Price rally of aniline in recent 2 years Figure 12: Price rally of rubber accelerators recent 2 years
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Existing leading companies will reinforce the position amid market consolidation

With decades of development, rubber chemical industry in China has reached a mature

stage after going through ramp-up of capacity, expansion of product mix, and

improvement of techniques. At present, less than 50 domestic companies provide more

than 80% of the total supply. In other words, these companies have dominated not just the

domestic market but global market as well. Three main factors result in a more

consolidated market in the foreseeable future:

1. Stringent environmental requirements are raising the entry barrier, restricting new
capacity and phasing out small mills in China.

The cost of switching source of supply is high for tyre producers, especially global

brands, resulting from due diligence on suppliers for a high standard of environmental

protection and product specification.

3. The market leaders have cutting edges in production techniques, client base, and
waste processing.

To ease the tight supply, we expect the industry to expand capacity by 6% from 2018 to
2019. However, the expansion will come from the existing market leaders. In a nutshell,
the leaders will benefit more as the market consolidates.
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Investment Merits

Proven track record of stable profitability with new ramp-up of capacity

With a 40 year operating history, the company has grown into the second largest rubber
chemical producer in terms of sales in China as of 2016. Currently, it has established clients
base who have considered Sunsine as a key long-term supplier, shown in Figure 13. Top 20
and 30 clients contribute over 40% and 70%of total turnover respectively.

As of 2016, Sunsine commands 18% and 31% of the world’s and China’s market share of
rubber accelerator production. Over the years, the company has managed to deliver stable
performance. In 2012 and 2013, domestic market encountered headwinds like intense
price competition due to overcapacity, resulting in an abnormal drop in profitability. On
average, the company managed to deliver 25% gross profit margin (GPM) and 11% net
profit margin (NPM), shown in Figure 14. Generally, Sunsine’s gross profit (GP)/tonne
tracks the market spread (price of rubber accelerators - price of aniline), shown in Figure
15. The deviation in 2015 and 2016 was owing to the production growth differentials. In
4Q17, the aniline price surged higher while the rubber chemical producers did not uplift
selling price immediately. Usually, the market will take 1 or 2 months to adjust the markups
accordingly. Nonetheless, the spread is 30%+ more in 2017 than in 2016. Sunsine managed
to deliver 5% YoY and 18.5% YoY output growth of rubber accelerator respectively while
total production growth within the sector dropped by 9% YoY and 3% YoY during the
period. Moving forward, it is expected that Sunsine will maintain GPM of 27% and NPM of
12% amid the consolidation of supply in China.

Figure 13: Strong Client base of top tyre brands
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Figure 14: Stable profitability over the years Figure 15: Sunsine’s GP/tonne follows the trend of market spread
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Sunsine had set the mid-term capacity target by the 13™ Five-Year Plan (end of 2020) as
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follows:

e  Rubber accelerators 117k tonnes
e Antioxidant 45k tonnes

e Insoluble sulphur 30k tonnes

In 2018, the newly-added capacity (shown in Figure 16) are expected to be in operation.
The targets for antioxidant and insoluble will be achieved and one-third of the 30k tonnes
TBBS capacity expansion program will be accomplished in 2018. It is expected the
remaining 20k tonnes to be from 2019 to 2020.

Figure 16: Expected capacity under operation in 2018 (‘000 tonnes)

Rubber accelerator Antioxidant Vulcanizing agent
Increment FY18e FY18e Increment FY18e

TBBS 10 35 6PPD 30 Insoluble sulphur 10 30
MBT - 5 TMQ 10

MBTS - 15 IPPD 5

CBS - 22

DCBS - 8

TMTD - 4

DPG - 8

Total 97 45 30

Source: Company, PSR

Sunsine has been heavily investing in environmental equipment

From 2012 to 2016, Sunsine’s capex on environmental protection totalled at RMB272mn.
The recycle rate of waste water improved from 10% in 2012 to 87% in 2016. The
conversion recovery rate of sulphur oxides was consistently above 99.5%, whereby the
production cost dropped by RMB15mn respectively in 2015 and 2016. As of 2016, the
capacity of solid waste treatment arrived at 30k tonnes.

Over the years, a reason Sunsine managed to maintain downstream corporate customers,
especially top International tyre manufacturers, is their compliance to the increasingly high
standard of environmental protection and waste discharge. These multinational
corporations will conduct due diligence on the supplier before securing the supply
contracts. Since Sunsine has established the sustainable relationships of cooperation with
them, it is proved to meet their requirements consistently.

Sunsine has thrived during these rounds of market restructuring and transformation
resulted from more stringent requirements of environmental protection domestically in
recent years. Currently, the company is capable of taking advantage of market headwinds,
as it constantly put efforts on environmental investments such as waste water treatment,
solid waste treatment, and exhaust gas recycling facilities.

Clean balance sheet with large cash hoard
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As of 3Q17, Sunsine had cash in hand amounting to RMB463mn. The remaining capex of
Phase | of 10k-tonne capacity TBBS plant, 10k-tonne of insoluble sulphur plant, and a new
heating plant, will be c.RMB100mn which is fully funded internally.

Figure 17: Abundant war chest amassed
RMB mn
500

400

300

200
1 ‘
0

2012 2013 2014 2015 2016 9M2017

8

W Cash mBorrowing

Source: Company, PSR

Expected higher dividend payout in FY17 and FY18

See Figure 17, Sunsine has a consistent stable dividend payout policy. Even when the
company had significant expenditure such as the one-off R&D cost for 6PPD amounted to
RMB60mn in 2012, it maintained the dividend payout at 1 SG cent. Since 2014, the
company has increased the dividend to 1.5 SG cents, but the payout ratio dropped below
20% due to the substantial growth of bottom line. Management has announced that the
payout ratio will not be less than 20% in FY17 and FY18. As of 9M17, the net profit arrived
at RMB209mn (FY16: RMB222mn). Therefore, the dividend for FY17 is expected to peak in
history.

Figure 18: Stable dividend payout
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How Do We View China Sunsine?

In the short run, China Sunsine will see the 10% to 20% growth in both top line and bottom
line, resulting from the ramp-up of capacity and stable profitability. However, we expect
more frequent environmental inspection from the authorities in the next couple of years
since pollution control is one of the main themes of the 13" Five Year Plan. Temporary
stopwork may impact the daily operation. As long as the company continues to implement
rigid waste discharge and emission control and environmental protection measures, it will
keep the business on the run. In the long run, It is expected that the leading market
position will be further strengthened as the ongoing industry consolidation will contract
the number of producers in the niche market. For Sunsine, this is an opportunity to expand
the market share throughout organic growth from new self-built capacity or inorganic
growth from acquisitions. In other words, horizontal integration will benefit the company.

Key Assumptions

We forecast the capacity-weighted average price based on the market average price and
updated capacity of each product. We expect the average market price will rise by 2% per
annum in 2018 and 2019. We derive the sales volume based on the estimated utilisation
rate of each product category and the given capacity.

Figure 19: Estimation of capacity-weighted average price
Average price Capacity Capcity weighted average Average price Capacity Capcity weighted average Average price Capacity Capcity weighted average
(RMB/tonne) (Tonne) price (RMB/tonne) (RMB/tonne) (Tonne) price (RMB/tonne) (RMB/tonne) (Tonne) price (RMB/tonne)

FY17 FY17 FY17 FY18e FY18e FY18e FY19e FY19e FY19e
Accelerators
MBT 21,000 5,000 1,207 21,420 5,000 1,104.12 21,848 5,000 1,020.95
MBTS 18,000 15,000 3,103 18,360 15,000 2,839.18 18,727 15,000 2,625.31
CBS 22,000 22,000 5,563 22,440 22,000 5,089.48 22,889 22,000 4,706.11
TBBS 26,000 25,000 7,471 26,520 35,000 9,569.07 27,050 45,000 11,376.34
DCBS 26,000 8,000 2,391 26,520 8,000 2,187.22 27,050 8,000 2,022.46
TMTD 18,000 4,000 828 18,360 4,000 757.11 18,727 4,000 700.08
DPG 26,000 8,000 2,391 26,520 8,000 2,187.22 27,050 8,000 2,022.46
Total 87,000 22,954 97,000 23,733 107,000 24,474
Antioxidant
™Q 17,800 10,000 3,956 18,156 10,000 4,035 18,519 10,000 4,115
6PPD 23,000 30,000 15,333 23,460 30,000 15,640 23,929 30,000 15,953
IPPD 22,100 5,000 2,456 22,542 5,000 2,505 22,993 5,000 2,555
Total 45,000 21,744 45,000 22,179 45,000 22,623
Vulcanizing agent
Insoluble sulphur 11,800 20,000 11,800 12,036 30,000 12,036 12,277 30,000 12,277

Source: China Petroleum and Chemical Industry Federation, chemcp.com, Company, PSR

Figure 20: Estimation of sales volume
Sales volume (Tonne)
FY17e FY18e FY19e

Accelerator 82,650 87,300 96,300
Antioxidant 33,750 33,750 36,000
Insoluble sulphur 23,000 30,000 30,000
Source: PSR
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Valuation Methodology

Not only has Sunsine been delivering stable positive cash flows over the years and, but also
does it not have borrowings. We use discounted cash flow (DCF) which is based on free
cash flow to equity (FCFE) as the valuation method to value Sunsine.

Figure 21: FCFE valuation

Y/E, RMB mn FY17e FY18e FY19e
Netincome 344 381 421
Net capex 190 90 94
Changin net WC 51 46 46
Change in borrowing - - -
FCFE 103 245 281
Beta 0.98

Required rate of return 7.9%

Growth 1.0%

FX (SGD/RMB) 4.85

TP (SGD) 1.60
Source: PSR

We initiate a BUY call with a TP of S$1.60 for FY18.

Investment Risks
Here we list the key risks:

Figure 22: Risk factors

Risks

Remarks

Selling and raw material price
Capacity
Foreign exchange

Policy

Selling and raw material price

Upside

Sunsine operates on a pass-through mechanism. When raw material
prices increase, it will also pass the markup on to clients. Thus, higher
market prices of both will enhance the absolute gains given the margins
The ramp-up of capacity caters to the increasing market demand.
The strengthened USD will bring foreign exchange gains since one-third
of the output are exported.
Stringent environmental regulations phase out some market players,
and Sunsine will take advantage of it to gain more market shares.

Downside
Given the margins are stable, lower prices will reduce the absolute gains.
The existing capacity is insufficient to meet market demand, and

Capacity production may overrun.

Foreign exchange The weakened USD will bring foreign exchange losses.

Policy Frequent environmental inspection may cause temporary stop work.
Source: PSR

Peer comparison
Figure 23: Peer comparison

Company Bloomberg Mkt Cap EV (SGD mn) EV/EBITDA P/E P/B Net D/E  ROA ROE
Ticker (SGD mn) TTM (%) (%) (%)

China Sunsine Chemical Holdings Ltd CSSC sP 550.7 456.1 3.1 9.4 1.7 Net Cash 15.1 19.0

China

Shandong Yanggu Huatai Chemical Co Ltd 300121 CH 834.2 913.9 19.9 24.0 5.1 72.6 11.3 23.7

Source: Bloomberg, PSR
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Appendix: Our visit to Sunsine plants in Oct-17
Figure 24: China Sunsine’s headquarter in Shanxian county Shangdong province
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Source: PSR

Figure 25: Hydrogen sulphide recycling facility _ Figure 26: Conversion of hydro sulphide into sulphur
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Source: PSR

*The cohversion ;ecbvery' /‘:s aboVe 99.95%
Source: PSR
Figure 27: 120m high chimney to exhaust gas Figure 28: Odor collection faci' Y

Source: PSR Source: PSR
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Figure 29: 10k-tonne capacity of insoluble sulphur under construction Figure 30: A new boiler under construction
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Source: PSR

Figure 31: Package of TMQ Figure 32: Wrapped pack for shipment
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Financials
Income Statement Balance Sheet
Y/E Dec, RMB mn FY15 FY16 FY17e FY18e FY19e Y/E Dec, RMB mn FY15 FY16 FY17e FY18e FY19e
Revenue 1,859 2,037 2,939 3,221 3,582 ASSETS
COGS (1,367) (1,490) (2,157) (2,358) (2,633)  PP&E 563 549 644 637 634
Gross profit 492 547 782 863 949 Others 44 43 41 40 39
EBITDA 392 410 574 627 682 Total non-current assets 606 592 685 677 673
Depreciation & Amortisation 94 96 96 98 98 Cash 341 276 525 804 1,113
EBIT 298 314 478 529 584 Inventories 142 145 175 208 225
Net Finance (Expense)/Inc (10) (4) - - - Trade receivables 414 548 596 607 642
PBT 288 310 478 529 584 Others 83 82 106 127 152
Taxation (92) (88) (134) (148) (164) Total current assets 979 1,051 1,402 1,747 2,132
PAT 195 222 344 381 421 Total Assets 1,586 1,642 2,088 2,424 2,805
Per share data LIABILITIES
Y/E Dec FY15 FY16 FY17e FY18e FY19e Trade payables 43 52 80 78 83
EPS (RMB cents) 41.9 47.7 70.0 77.4 85.5 Borrowings 145 - - - -
EPS (SG cents) 9.3 10.0 15.0 16.0 17.6 Others 223 229 259 285 331
DPS (SG cents) 1.5 1.5 2.3 2.6 3.0 Total current liabilities 411 281 338 362 414
BVPS (RMB) 2.5 2.9 3.6 4.2 4.9 Borrowings - - - - -
BVPS (SGD) 0.6 0.6 0.8 0.9 1.0 Total non-current liabilities - - - - -
Total Liabilities 411 281 338 362 414
Cash Flow Total Equity 1,175 1,362 1,749 2,062 2,392
Y/E Dec, RMB mn FY15 FY16 FY17e FY18e FY19e
CFO
PBT 288 310 478 529 584 Valuation Ratios
Adjustments 102 103 97 100 100 Y/E Dec FY15 FY16 FY17e FY18e FY19e
WC changes 133 (124) (51) (46) (46)  P/E(x) 3.9 5.0 7.4 7.0 6.3
Cash generated from ops 523 288 524 582 638 P/B (x) 0.7 0.8 1.5 1.3 1.1
Others (93) (85)  (134)  (148)  (164) EV/EBITDA 1.5 2.1 3.7 2.9 2.2
Cashflow from ops 430 203 390 434 475 Growth & Margins (%)
Growth
CFI Revenue -10% 11% 43% 10% 10%
CAPEX, net (50.8) (82.0) (190.0) (90.0) (94.0)  Gross profit -13%  11%  43%  10% 10%
Others 1.2 2.4 3.8 4.0 4.2 EBIT -7% 5% 52% 11% 10%
Cashflow from investments (50) (80) (186) (86) (90) PAT -11% 14% 55% 11% 10%
Margins
CFF GP margin 26% 27% 27% 27% 27%
Loans, net of repayments (120) (148) - - - EBIT margin 16% 15% 16% 16% 16%
Dividends (32) (33) (47) (69) (76)  PAT margin 1%  11%  12%  12% 12%
Others (0) (8) 93 - - Key Ratios
Cashflow from financing (152) (189) 47 (69) (76) ROE (%) 17% 16% 20% 18% 18%
Net change in cash 229 (65) 251 279 309 ROA (%) 12% 13% 16% 16% 15%
Effects of exchange rate (0) - - - - Net Debt or (Net Cash) (196) (276) (525) (804) (1,113)
Ending cash 340 274 525 804 1,113 Gearing (%) 9.1% 0.0% 0.0% 0.0% 0.0%

Source: Company, Phillip Securities Research (Singapore) Estimates
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Ratings History

Source: Bloomberg, PSR
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PSR Rating System

Total Returns Recommendation  Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base ourrecommendations entirely on the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence orabsence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under the
Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or
implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this
report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to
supply any corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or
investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options,
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing.
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the
investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the
analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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